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FOREWORD 

Financial and economic doctors like the med- 
ical ones are prone to regard the troubles for 
which they are called to prescribe as temporary, 
requiring only palliative treatment instead of 
major operations. The result of this system of 
treatment in connection with our railroad prob- 
lems has been a mass of legislation and regula- 
tion that has ignored the fundamental prin- 
ciples involved. 

The following lecture, first delivered at De- 
Pauw University on January 16, 1914, and at 
Cornell University on Mardi 18, 1914, is an 
attempt to explain the relation of Railroad 
Rebates to the problem of Railroad Rates, and 
to ^ow the unsound and uneconomic character 
of recent legislation in respect thereto. 
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IN previous lectures I have called attention 
to the fact that the first migrations of our 
race were for better hunting and fishing. 
The second migrations were for better pastures, 
and the third migrations were for better crop 
locations. 

There is a fourth migration that up to this 
time has been ignored by the historians of civi- 
lization and writers of political ectmomy Mid 
that is the migration or movement of the race 
in search of metal deposits. 

This last search of the race for the means 
with which to better its condition has neces- 
sarily waited upon the development of the rail- 
road, for the wide use of iron and coal in every- 
day life was absolutely impossible imtil tiie cost 
of transportation had been reduced to some- 
thing like what it is under present methods. 

Your attention has been called to the limited 
territory occupied by the early nations owing to 
the natural isolation imposed upon them by the 
boundaries of rivers, mountains, forests and 
seas; to the diversity of races in Palestine, a 
cotmtry less than one-third the size of the State 
of Indiana; to the diversity of ra(%s and dia- 
lects on the tiny Greek peninsula. 
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You have been shown how, 1^ the superior 
mastery of transportation, of fast boats and 
good roads, the Romans, for the first time, 
made fairly universal in their world, their civi- 
lization and something of their language and 
institutions. And how, when the lines of com- 
munication were broken and the roads over 
land interrupted by Goths and Saracens, this 
Roman world fell apart. 

I have shown you how, through the lack of 
intercommunication, Europe divided into a 
score of different nations, which, by their iso- 
lation from each other, were permitted to de- 
velop along sufficiently separate lines to give 
us at least six distinct races and languages on 
that small continent. 

You have seen how travel and commerce 
brought to Europe new ideas, new inventions, 
the art of sailing; how it brought the art of 
printing, and the foundations of modem art. 
I have shown you how, under primitive condi- 
tions, twenty different kingdoms flourished on 
the little British island alone, how even the 
wars of succession, the English Reformation 
and the wars that followed failed to produce 
sufficient intercommunication as to disturb the 
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identity either of Englishmen, Wdshmen, 
Scotdimen or Irishmen, and that it has not been 
until this lost generation that the means of 
transportation and conununication have been 
sufficiently developed to make even the English 
tongue practically universal throughout its own 
little island. 

I have shown you how the discovery of the 
art of sailing led to the discovery of our con- 
tinent; how tiie profits of commerw — for recol- 
lect, that it was the desire for material wealth 
and the comfort and luxury that it would bring, 
not a desire for either intellectual or spiritual 
freedom — led to the discoveries of the Kast 
Indies by sailing to the west. 

I have shown you how, when this continent 
was found, its destiny was decided by the Eng- 
lish development of the art of transportation, 
the invention of the fastest and the easiest han- 
dled boats that had yet sailed the seas. 

I have shown you how the invention of the 
steamboat determined the future character of 
this continent, and how the development of the 
railroad, the invention of the telegraph and the 
telephone, have enabled us to fill a continent 
five or six times as large as Europe with a 
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people who, regardless of their diverse ances- 
try, have, by this very means of transportation 
and intercommunication, become the most 
homogeneous of any on the earth, speaking a 
single language, intelligible to every inhabi- 
tant, to the remotest comer, and respecting and 
upholding institutions that are alike from 
Maine to Southern California and from the 
shores of the State of Oregon to the palm 
beaches of Florida. 

I have shown you how we have reduced the 
cost of transportation to the lowest point that 
it has ever reached in the history of the race, 
and how we have, as a consequence, raised the 
wages of American labor to the hi^est point 
that has ever been known on earth. I have 
shown you how here in our own country, labor 
has come the nearest to being relieved of the 
curse placed upon the race when it was driven 
out of Eden, and that here, where the standard 
of living is highest and labor's leisure the great- 
est, we have the largest opporhmity to culti- 
vate and enjoy the higher things of life; that 
civilization is measured by the degree to which 
the race has surmounted its natural limitations 
in time and space and expresses itself, not in 
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terms of philosophic thought, but in standards 
of living. 

It is now my intention to call your attention 
to the present attitude of our people toward the 
very means by whidi we have reached our won- 
derful position, and, if possible, to help you 
to see for yourselves what the result of the pres- 
ent public attitude toward railroads and the 
means of transportation and communication 
generally means, not only for the future of the 
race and the prosperity of our own country, 
but what it means to each one of you personally 
as to your opportunity in the future. 

When railroads were first built in England, 
the popular ideas regarding these roads were 
those that bad grown out of the toll road sys- 
tem, whereby stretches of country road were 
improved by abutting property owners and 
closed to the public, except those who were 
willing to pay the toll for the use of the im- 
proved roads. 

The earliest railroads were merely plank 
strips laid lengthwise instead of crosswise on 
the old plank roads, and they were actually 
built for the use of wagons and teams. They 
were first developed about the coal mines of 
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England. Some driver, noticing that the coal 
wagons wore out the wooden rails very rapidly, 
conceived the idea of stopping this wear and 
prolonging the life of the rail by nailing a strip 
of iron along the top of the wooden rail. 

The tise of iron once begun, it was a sim- 
ple evolution to make the entire rail of iron 
and so save the wooden sleeper underneath. 
These iron railroads were first built for the use 
of ordinary wagons and had a flange rising 
some three inches higher on their inside edge to 
prevent the wagon wheels from slipping off. 
The first railroads that were offered to the pub- 
lic use were offered for public wagons, and any 
driver who was willing to pay the toll could 
have the privilege of driving his wagon over 
the rails. 

When the invention of the steam locomotive 
and its first introduction by Stevenson oc- 
curred, the railroads were offered to public use 
as they were before, the railway company offer- 
ing only the rails and the locomotive, picking 
up anybody's wagon which was offered. In 
those days some shippers even furnished their 
own locomotives and hauled their wagons with 
their own locomotives over the company's rails, 
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but it soon became evident that the railway 
company could not give facilities for every- 
body to be running locomotives iand trains over 
the railway company's rails, but that the rail- 
way company must control and manage the 
traffic itself. 

The original idea, however, was persistent, 
and shippers continued to furnish their own 
cars c^ wagons, a system which prevails in Eng- 
land very much even to the present time. Prac- 
tically all coal dealers in England — and by this 
I mean not only the coal operators or miners, 
but tiie large retail coal dealers in the dties — 
own their own coal cm^ or wagons, the railway 
company simply hauling the cars from the 
mines to the coal yards in the city and back, 
charging, as it did in the early days, a mere 
toll for the hauling of the cars over the road. 

It is obvious that tiiis system calls for a large 
investment on the part of the coal companies or 
private dealers in cars and wagons, but to the 
railway companies it means a large saving, not 
only in the original capital investment, but in 
deterioration and maintenance of this class of 
equipment, which wears out rapidly. 

But there were many small shippers who not 
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only were unable to furnish their own wagona 
but many whose shipments did not readi car- 
load lots, and for these the railway companies 
were compelled to furnish cars to haul tiie 
goods ofiFered. The additional capitid invest- 
ment in cars made it necessary for the railway 
companies to charge these shippers two sets of 
rates; one, the toll for the use of the rails, and 
the second tiie diarge for the use of the cars; 
and this second charge was necessarily made 
large enough not only to cover the interest on 
the cost of the car, but the depreciation as welL 
There grew up, therefore, in railway traffic, 
from the first, two sets of rates, one rate 
dtarged to the shippers who simply offered 
their goods for shipment, where the railway 
company was compelled to furnish cars, load- 
ing facilities, engines and rails, and another set 
of rates charged to tiiose who had their own 
terminal facilities, their own cars and for whom 
the only service rendered was the hauling of the 
cars to their destination. Carriage by wagon, 
coach or canal boat had long been recognized 
as a peculiar business and the law of Common 
Carriers had been developed long before rail- 
roads were ever thought of. 
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But even at the time the raUways began to 
haul such heavy freight as coal and iron, they 
found this traffic altogether in the hands of the 
canals, who were charging in some instances 
as low as five cents a ton mile. 

In order to get any share of this traffic, the 
railway companies were compelled to meet tiie 
canal company rate so that within fifteen years 
after the real beginning of steam railways, 
their average rates were around four and five 
cents per ton mile. 

It was not until well into the fifties that the 
average freight rate broke below four cents a 
ton mile, although even as early as this some 
shipments, like wheat and coal, were being han- 
dled over some of the more level roads at rates 
only a little over one-cent per ton mile. As 
late as 1863, after the close of our Civil War, 
the average freight rate per ton mile of our 
best railroads in America, such as the New 
York Central and the Pennsylvania Railroad, 
was still over three cents per ton mile. 

It was not until the organization of the 
Standard Oil Company in 1869 that a truly 
scientific effort was made to ascertain the real 
cost of handling freight and the means by 
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which that cost might be reduced. It is worth 
while taking a little time to investigate the 
relation of the Standard Oil Company to the 
transportation question, not only on account of 
the importance that it has in relation to the 
development of transportation rates, but be- 
cause of the enormous amount of deceit that has 
been practiced upon our people in relaticm 
thereto. 

In the early days of the oil business, shippers 
forwarded their oil to the refineries in barrels, 
and the branch of the Fomsylvania Railroad 
through the oil country, had a local train that 
ran through the oil towns each morning, pick- 
ing up the oil barrels filled by the producers 
the day before, in mudi the same manner in 
which our interurban cars now pick up the milk 
cans left by the farmers on the platforms along 
the coimtry roads. It is certainly not ne(!es- 
sary at this time to call your attention to the 
unectmomic result of handling oil in this way. 

In a short time some of the larger producers, 
including some of those who afterwards organ- 
ized the Standard Oil Company, began build- 
ing tank cars of their own, and these were 
picked up by the oil train as it went past; those 
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furnishing tJie tank cars receiving, as was the 
custom and their right, a lower rate or rebate 
for furnishing their own cars and saving tbe 
railway company this investment in cars as well 
as the expense of loading and unloading, ^hich 
was necessary in the case of oil shipped in bar- 
rels. The business was so profitable that the 
small producer did not feel any competition, al- 
though, of course, his profits were as much less 
than those of the large shipper, as the econo- 
mies affected by the large shipper by furnish- 
ing his own cars and his savings of twice han- 
dling the oil. 

The traffic was, however, more or less irregu- 
lar. Some days the oil train would pi(^ up 
only five or six cars; other days it would pick 
up ten or twenty, and yet the cost to the rail- 
way company of hauling five or six cars was 
practically the same as it was when it was for- 
tunate enough to get twenty cars. Its profits 
were, therefore, not only irregular, but in many 
cases the lig^t load collected was not even 
enough to pay the cost of running the locomo- 
tive and the train crew over the road. 

It was at this point that the Standard Oil 
Company, getting into the position of being the 
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largest producer, induced the railway company 
to name a price for which it would furnish loco- 
motive and train crew every day, regardless of 
the amount of traffic furnished, the Standard 
Oil Company itself undertaking to furnish cars 
and sufficient traffic to make the oil train profit- 
able to the railway company every day in the 
year. In other words, the railway company 
sold the use of its oil train to the Standard 
Oil Company, the Standard Oil Company pay- 
ing the railway company a definite fixed price 
therefor regardless of whether it had ten or 
twenty cars a day to ship. 

But the oil train was the oil train, and it con- 
tinued, as in the past, to stop at the different 
stations and to pick up the different shipments 
left there by other shippers. This practice of 
buying or chartering a train for a day or a trip 
was a common one in those unsophisticated 
days. Simday schools and diiuY:hes and lodges 
bouf^t or chartered trains from the railway 
company for picnic excursions and for excur- 
sions from all these central state points to Ni- 
agara Falls and return, the diurch, Sunday 
school or lodge paying the railway company a 
definite fixed price for the use of the locomo- 
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tive and so many cars for the day, or trip, as 
was agreed upon. 

That train thereupon became the property of 
the church, Sunday school or lodge buying it, 
and it was a matter of indifference to the rail- 
way company whether the good people hiring 
the train sold one hundred or one thousand 
tickets therefor. All that the railway com- 
pany got out of it was the price agreed upon 
in advance. The people interested in the pro- 
ject or excursion were the ones who sought the 
traffic with which to fill the train and their 
profits were measured by their ability to sell 
enough tickets to fill the train to overflowing. 
Many is the church throughout these states that 
was built or improved or kept alive by the 
profits made by them out of these excursions. 
It was entirely a legitimate plan. It is exactly 
the practice followed in chartering a ship, idiich 
no one has yet suggested is immoral or 
unethical, and when used by churdies, Sunday 
schools and lodges never excited anyone to criti- 
cism. 

But the Standard Oil Company, having pur- 
diased or rented or chartered the use of the oil 
trains from the railway company for a definite 
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fixed sum, like the churches and Sunday schools 
and lodges, claimed for itself the entire earning 
power of those trains and where the railway 
company in the excursion days sold tickets on 
these excursion trains for the benefit of tiiose 
chartering or hiring the excursion trains, so 
they accepted freight from independent ship- 
pers for shipment via the Standard Oil train 
and collected the charges therefor. 

The Standard Oil Company, having pur- 
diased from the railway company the use of 
the train, claimed that these freight charges 
collected by the railway company from other* 
shippers belonged to it, and when at the end 
of the month it came to pay the railway com- 
pany for the use of the trains as agreed, it asked 
for a statement from the railway company of 
the amounts collected by the railway company 
for freight shipped via their, the Standard Oil 
Company's, trains, and, of course, entered that 
amount as a credit against what they owed the 
railway company and paid the difference. 

In other words, they received, on what they 
owed the railway company for the use of the 
oil trains a credit of the amounts collected by 
the railway company from other shippers via 
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this same train, an entirely reasonable proposi- 
tion and one that you can easily see involved 
absolutely no moral turpitude, either on the 
part of the Standard Oil Company or of the 
railway company. Yet it was out of this sim- 
ple transaction, not only distinctly honorable 
on the part of everybody connected with it, but 
a transaction the very essence of which war- 
rants a tribute to the business ability and acu- 
men, not only of the Standard Oil Company 
as a shipper, but of the railway company as a 
carrier of traffic, that there grew the outcry 
'ag^nst the Standard Oil Company that its 
freight was being paid by its competitors. This 
was the beginning of that development in the 
science of transportation that led to the con- 
solidation of traffic into trainloads, which has 
now superseded carloads as the unit of rate- 
making. Only a few years ago the meat prices 
in New York were revised on the basis of a 
contract made by a single packing house to fur- 
nish a solid train of packing house products 
every day from Chicago to New York, and 
every day from that time to this that train of 
from fifty to eighty cars starts out on its thou- 
SMid mile trip without a stop on the whole jour- 



DiqilizDdbyGoOgle 



RAILROAD RATES 

ney, except such as are necessary for the chang- 
ing of engines and train crews. 

The late Mr. Flagler, of the Standard OU 
Company, claimed the credit of devising this 
economy and securing for himself and his as- 
sociates this credit or rebate, but a short time 
thereafter he was amazed to find that the rail- 
way company had made the matter known and 
that other large shippers, whose traffic had for- 
merly gone forward via the Standard Oil Com- 
pany's train, had combined together and pooled 
their shipments, chartered a separate train and 
secured for themselves not only a rate equal 
to that granted to the Standard Oil Compuiy, 
but one a trifle better, which, of course, led to 
redoubled efforts on the part of the men who 
made up the Standard Oil Company to meet 
the conditions created by their competitors and 
secure for themselves mi additional reduction. 

The small shippers, of course, had to take 
such service as their shipments warranted, and 
the freight that they paid contributed to the 
credits or rebate granted either to the Standard 
Oil Company or to its larger competitors who 
were pooled together; and this continued imtil 
the enormous increase in the production of oil 
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led to such a great reduction in the price of 
oil and to such competition in the markets that 
the small producer could not deliver at a profit, 
or at least thought that he could not. 

Then the cry went up of unfair competition, 
and, for the first time, it was discovered that 
it was immoral for the small shipper to have his 
oil carried on the same train with the Standard 
Oil Company's oil or to permit the Standard 
Oil Company to pay part of the cost of its oil 
train out of the charges collected from the 
small shipper. 

You must recollect that the conditions pro- 
duced in the oil traffic by the Standard Oil 
Company and its largest competitors had re- 
sulted in such a reduction in freight rates that 
even the small producer was paying less than 
half as much as he had been paying five years 
before. The railway companies, with such re- 
ductions in freight rates, anxiously searched for 
a larger volume of traffic and gladly granted 
discounts or rebates to shippers who could fur- 
nish traffic in larger volume or who could devise 
some new saving in the cost of transportation. 

Other shippers, learning of the advantages 
accruing to large shippers in the oil business. 
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followed the practice of holding their shipments 
and forwarding tbem in ctu-load lots, or several 
shippers pooled together, so that it was not 
long until practically all shippers were meeting 
the same conditions, all claiming the same dis- 
count, with the result that the new discount 
rate soon became the standard rate. 

DiflFerent shippers found di£Ferent ways of 
expediting traffic. Managers of transporta- 
tion joined with shippers in devising ways and 
means by which traffic could be expedited or 
the cost of transportation reduced, whereby 
discounts could be claimed by the shippers and 
allowed by the railway companies, in every in- 
stance the discount or rebate being based on 
some salvage or saving to the railway company 
over its previous cost of shipping; some fur- 
nishing more traffic that could be handled 
cheaper or more expeditiously, or doing some- 
thing themselves which was formerly done by 
the railway company, while others devised va- 
rious savings in the cost of handling. 

It will perhaps surprise you to know that 
in the early days a railway company would not 
think of permitting its freight cars to leave 
its own track, and that freight from New York 
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to Buffalo was frequently loaded and unloaded 
five or six different times. 

The devising of one of the greatest economies 
in the truisportation business has been credited 
to Andrew Carnegie. At the time when he 
took up the iron and steel business in America, 
it was in a most primitive state. The early iron 
rails imported for our first railroads had cost 
as high as one hundred and thirty dollars a ton. 
Ocean freights were high, and even with the 
cheapened cost resulting from rail development 
in England, the cost of rails in New York, via 
English steamer, at the end of our Civil War 
was from sixty to sixty-five dollars a ton. 

The cost of transportation to middle western 
points was so high that even though light rails 
were used, the cost per mile was as much or 
more than it is now, with rails weighing two 
or three times as mudi. The prodiKrt of our 
own iron and steel mills was comparatively 
small, the rails short and light, and after their 
manufacture they were hauled by the iron com- 
panies down to the railroad and there delivered 
at a railroad freight house, where later railway 
employees loaded the rails on the cars. 

This process impressed Mr. Carnegie with 
88 
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its wastefulness. He could not iinderstand why 
it was necessary to handle such a heavy product 
as rails two and three times, uid he suggested 
to the railway company that if they would put 
the cars where his men could get at them, he 
would load the cars himself. It would not cost 
him any more to put the rails on the cars from 
the wagons than it then cost to tmload them at 
the railway freight house and it would save for 
the railway company the entire cost that it was 
then put to of loading the rails from the freight 
house to the cars. 

Mr. Carnegie naturally claimed from the 
railway company the benefit of the saving and 
the railway company gladly agreed, for, in ad- 
dition to the saving of labor, the railway com- 
pany was not bothered by the filling of the 
freight house or the damage and depreciation 
to it of handling the heaviest and hardest kind 
of freight. CARNEGIE'S FIRST RE- 
BATE WAS A REBATE GRANTED 
TO HIM FOR SAVING A RAILWAY 
COMPANY THE EXPENSE OF ONCE 
HANDLING IRON RAILS. 

But the process of shipping was still expen- 
sive. The rails were loaded on the trucks at the 
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rail mills and then loaded from the trucks on 
to the cars at the railway station, and it seemed 
so obviously simple to save half of this cost by 
running the empty freight cars on a switch to 
the mill and loading them direct from the mill 
on to the freight cars. This not only saved 
another handling of the rails, but it saved the 
expense of teams and wagons and the time of 
haulage from mill to railway. 

It involved, however, the expense of building 
a switch from the railway line to the rail mill, 
and this the railway company refused to do ex- 
cept upon a guaranty from the shipper to pay 
interest on liie cost of the switch. This the 
iron company agreed to, saving for itself one 
handling of all its iron products and all the 
expense of teaming and hauling at the small 
cost of the interest on the investment necessary 
to build a half mile or so of switch track from 
the main line of the railroad to the mill. 

Other iron companies at once saw the saving 
that was being affected and the rebates that 
were being secured by Mr. Carnegie, and they 
hastened to build switches of their own or to 
guarantee the cost of those built by the railway 
companies, and from that time until the pas- 
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sage of the Hepburn BUI practically every 
shipper in the United States was on a constant 
quest of ways and means by which to earn some 
disooimt or rebate from the railway companies, 
with the result that we have so consolidated 
shipments and economized and developed the 
art of transportation, that we have reduced our 
transportation rates to the lowest point that 
the world has ever seen. 

The success of the Standard Oil Company 
has been due almost entirely to its attention to 
the problem of transportation. Fifteen years 
ago the late Mr. Dodd, then General Sohcitor 
of the Standard Oil Company, told me that 
tiiey had reduced the cost of transportation of 
their product to such a point that if oil were 
free to their competitors on the shores of Lake 
Erie they could not deliver their product at 
tidewater so cheaply as could the Standard Oil 
Company. 

The success of the United States Steel Cor- 
poration has been due to its appreciation of the 
part that transportation plays in the cost of 
the finished product and its development of its 
own lines of steamers from the ore fields on 
the lakes, its own lines of railway from the 
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lakes to the furnaces and from the coal mines 
to the furnaces. It has thus been able to get 
for itself the benefit of every economy result- 
ing, not only in scientific mini ng and produc- 
tion,, but in scientific transportation, and the re- 
sult has justified itself, for xmtil the organiza- 
tion of the United States Steel Corporatitm 
and the co-ordination of these various elements 
that go to make up the finished product, the 
iron and steel business had alternated between 
feast and famine, but since its organization we 
have had, for the first time, something like a 
continuous prosperity in this branch of business 
as the result of a scientific effort to reduce costs 
to the point that will result in largest use and 
consumption of the product and to limit pro- 
duction to the possible donand. 

The point that I want to impress upKxi you 
is, that all rate reduction in the United States 
has been by means of rebates. First the rate, 
then the rebate claimed and allowed for some 
economy or saving device, then the universal 
use of that economy or saving, so that every- 
body got the benefit of the rebate. Then new 
economies and new devices, new rebates, new 
reductions; the rebate of today constantly be- 
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coming the rate of tomorrow. You shall later 
see that the first effect of the abolition of re- 
bates must have been and was a cessation in 
the further reduction of rates. 

The preferential rates granted by railroads 
to large shippers in the early days amounted to 
nothing but appljdng to railways the principles 
prevailing in regard to retail and wholesale 
business everywhere. It was just as legitimate 
a practice for railway companies as it was for 
dealers in cotton goods, shoes or any other 
kinds of commodity. Not only the railroads 
but the shippers and the public believed that 
the man who shipped a thousand cars a year 
or a thousand tons a year was justly Mititled 
to a lower rate than the man who shipped but 
one car or one ton. 

The question of free passes to large shippers 
by railway companies was based on the prin- 
ciple that the traveling of these large shippers 
was for the sake of attending to the business 
which gave rise to the great volume of traffic, 
and that consquently the railway companies 
were securing the benefit from the business 
trips of the shippers through the increased busi- 
ness that he was so able to secure and the in- 
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creased volume of traffic that he sent over their 
line. In othCT words, the railway companies 
regarded every large shipper as a special traffic 
agent for their line, whose services they secured 
without cost, in consideration only of granting 
to them free transportation. 

At the same time, free passes were extended 
by many railroads to members of the clergy on 
the theory that the railroads were benefited by 
the decrease of lawlessness and by the decrease 
of the destruction and theft of railway property 
as the result of their ministrations. I make 
this explanation because I want you to see that 
the former practices were not only not morally 
wrong, but that they were economically sound 
and that the legislation against such practices 
has resulted only in the creation of a great 
mass of artificial crime that involves not the 
sUghtest element of moral turpitude. 

The old simple wagon rate, or the early rail- 
road rate, based on primitive conditions, meas- 
ured the charge in accordance to the distance. 
This simply extended the zone wherein former 
markets were to be found and perpetuated the 
system that gave the producers of any com- 
modity a monopoly on the business in their 
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community. 

A comparatively hig^ rate of transportation 
for a short distance is no hindrance to trade, 
but the same rate extended for a longer dis- 
tance soon eats up the value of the commodity 
in the mere cost of transportation. On the 
other hand, a low rat« for a long distance 
widrais the markets and makes possible com- 
mercial and industrial competition that would 
otherwise be impossible. 

It is one of the peculiar features of rate mak- 
ing that the complaints of shippers are always 
that the rates of their competitors should be 
based on distance. This, if allowed, would shut 
their competitors out of their loc^ market. But 
whai he clamors for rates for himself, the 
shipper insists upon a low rate for the long 
haul, so that he may be enabled to invade the 
territory tit his competitors. 

In 1860 the average frei^t rate of the New 
York Central was three cents per ton mile; on 
the Erie it was about two cents; on the Pitts- 
burgh, Fort Wayne and Chicago it was one 
and three-quarters cents; the average of the 
Pennsylvania Railroad was two and three- 
quarter cents. In 1860 the average of all 
80 
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American roads was two and three-quarter 
cents per ton mile. 

By 1870 the average of all American roads 
had fallen to a fraction less than two cents 
per ton mile. By 1880 the the average of all 
American roads had fallen to one and <Hie- 
quarter cents and in 1886 it had fallen to about 
one cent per ton mile. In 1887 the Interstate 
Commerce Commission was created, and we be- 
gan an era of interference with the condi- 
tions of natural competition that had thereto- 
fore existed. 

Under free competition the New York Cen- 
tral rates were reduced from three cents a ton 
mile in 1863 to .78 in 1883. Twenty years of 
Interstate Commerce Commission regulation 
since 1887 has sufficed only to reduce it from 
.78 to .60, while the passage of the Hepburn 
BiU, with the abolition of rebates and the pro- 
hibition of railroad economies, has resulted in 
an increase from .60 to .65. And what is true 
of the experience of the New York Central and 
those dependent upon it for transportation has 
been true of practically every other railroad 
system in the United States. 

From 1878 to 1887 the average number of 
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miles of railroad constructed annually in the 
United States was over 7,000 miles a year, but 
with the interference of the Interstate Com- 
merce Commission has been ushered in an era 
of persecution and harrassment of our trans- 
portation interests, so that the average railway 
construction during the years following the 
passage of the Interstate Commerce Act has 
been only half what it had been during the ten 
years before, and this notwithstanding the in- 
creased population needing truisportation fa- 
cilities and the increased wealth of the country 
with which to furnish them. 

Our legislatures from the beginning failed 
to realize what the difference in the density of 
population means in traffic. Because the New 
York Central and the Pennsylvania could af- 
ford to haul passengers for two cents a mile, 
it was argued that they could do the same thing 
in Indiana or Texas, but the facts of the case 
were that the population in New York is so 
dense in proportion to its railroad mileage that 
each 10,000 of population in New York is only 
compelled to support ten miles of railroad. 
The population in Pennsylvania is so dense 
that each 10,000 of population supports fifteen 
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miles of railroad, but out here in Indiana you 
have twenty-six miles of railroad per 10,000 of 
population, while in Texas there are forty miles 
of railroad per 10,000 population. 

In several of our Western States— Idaho, 
North Dakota, Montana — there are consider- 
able over 100 miles of railroad per 10,000 popu- 
lation, while in Nevada there are over 400 miles 
of railroad to each 10,000 of people. 

Now, it is plain that in order for the railroad 
mileage of Indiana to earn the same amount as 
that of New York from its passenger traffic 
would require the Indiana popiJation to ride 
two and one-half as much per capita as the 
New York population, while to attain the same 
result in Nevada would require each individual 
to ride forty miles to every mile ridden by a 
man in New York. 

The contrast shown in train service by this 
difference of density in population is easily 
seen by a comparison between the New Jersey 
and New York Railroad, which carries 140 
passengers per train mile, and the Fitzgerald 
and Boxton Railroad, which carries only two 
passengers per train mile. 

The same startling differences are shown in 
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freight traffic. The Hocking Valley, the Erie, 
the Delaware, Lackawanna and Western, av- 
erage from 500 to 600 tons of freight per train 
mile, while the Detroit and Toledo Shore Line 
averages 700 tons per train mile, and the Bes- 
semer and Lake Erie Railroad almost 1,000 
tons per train mile. The other extreme is shown 
by a number of smaller railroads, like the 
Skaneateles, which average only eight or nine 
tons per train mile, while the White Deer and 
Loganstown Railroad averages less than five 
tons and the New Berline and Winfield Rail- 
road only one and one-half tons per train mile, 
or about the load of an ordinary farm wagon. 

A very considerable mileage of the United 
States railways has a freight traffic of less than 
ten tons per mile. You can easily see, there- 
fore, that a rate, either for passengers or for 
freight, that would be a feast for one railroad 
might easily prove a famine for another and 
that a rate that permits one railroad merely to 
exist might enable another road to take exces- 
sive profits from the territory that it served. 

Politicians do not like to hear these things. 
They regard a plain statement of facts as mi 
attack upon them; but here are the facts, and 
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it is time that our people took notice of them 
and decided upon their own course in the prem- 
ises without the assistance of the demagogues. 
The raikoads are doing business, it is true, but 
they are not hauhng out new rails; they are 
not building new sidings; they are not making 
new spurs; they are doing little or no double- 
tracking; they are building no extensions; they 
are not increasing their terminal facilities, and 
they are buying no new rolling stock. New 
railroad enterprises have been abandoned. 

The operation of the Public Service Commis- 
sions in New York has brought railroad con- 
struction in that state to such a standstill that 
a couple of years ago a member of the New 
York Legislature introduced a bill providing 
for state aid and subsidies to induce the con- 
struction of railroads in nu'al districts. 

He declared that 938 towns in the State of 
New York were not yet reached by any rail- 
road and that hundreds of thousands of acres 
in New York State were imtilled because 
they were too remote from railway accommoda- 
tion. 

Railway enterprise has been so killed in Colo- 
rado that the Denver Chamber of Commerce 
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has been doing everything possible t(? secure 
private inducements and subsidies that will 
overcome the handicap of hostile legislation. 
Texas, notorious for its anti-railroad legisla- 
tion, built a state railroad to show the privately- 
owned railroads how a railroad should be run, 
with the result that its state owned and oper^ 
ated is now bankrupted and it is offering it 
to anyone who will assume the deficits. The 
proposed extension of the road has been aban- 
doned axid the Governor, himself a radical op- 
ptment of the privately-owned railroads, haa 
recently sent a message to the Legislature ad- 
vising the sale of this state-owned road.* 

Ohio, which for fifteen years built more miles 
of intenirban railway than any other state in 
the Union, passed a bill creating a Pubhc Serv- 
ice Commission about two years ago, with the 
result that there has sciurely been a mile of 

• Texas hui an area of 060,800 iqnare miles. Its estimated 
popnlatlan la 1S1« was 4,472,4m. It« development has but begiui. 
ret In this gigantic state in 1916 onir nineteen miles of railroad 
were bnilt. The GalTeston News recently said : 

"Texas needs more railroad mileage and U tbe sopply of Idle 
investment capital is abundant beyond all precedent, what is tlis 
explanation at tbe fact tbat last year only nineteen mites of rail- 
road were boUt In Teiaal It seems to ns It csa be eq>lalned npon 
only cae hypotbests, and that Is tbat raOroad lutUInf in TeToa it 
(tot on htvittng form oj incesffnenf, and tbls at A time when capital 
Is baslly looking for Investment opportunitiea." 

86 



DiqilizDdbyGoOgle 



AND BEBATES 

railroad built in the state since the bill was 
passed and the Commission created. 

It is useless to multiply instances to prove 
this, for there are more important things to 
consider. A bill has been passed and our Gov- 
ernment is undertaking, at an enormous ex- 
jwnse, a physical valuation of the railways in 
the United States, the argument being that 
rates should be based on the cost of the rail- 
road, or, where that cannot be ascertained, on 
its value. I want, therefore, to call your atten- 
tion to the capitalization of the railways in the 
United States comp^ed to that of the leading 
countries in the world with whom we compete. 

The average capitalization of railways in 
Germany is about $115,000 per mile; in France 
the railway capitalization is $145,000 per mile; 
in Belgium and Holland a little over $150,000 
a mile; in Italy, $125,000 a mile; in all of 
Great Britain the average rises to the extreme- 
ly high figure of $275,000 per mile, while for 
England and Wales alone it rises to the truly 
enormous figures of nearly $880,000 per mile. 
In contrast with these figures, our American 
railroads are capitalized even at the present 
time, after seventy years of improvements and 
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bettennents, at less than $60,000 per mite. 

There is, as you shall see, a reason for this 
truly remarkable contrast. No one will pre- 
tend that English railways are five or six times 
better than American railways, or that they 
give a service better in proportion to their 
higher capitalization. The difference is due 
to the fact that the English began earlier to 
regulate and interfere with natural normal free 
competition in railroad traffic. 

Ajs early as 1840, within ten years after the 
first commercial railway began to operate, the 
British Parliament had passed over three hun- 
dred railway regulation acts. In 1872, a Par- 
liamentary Committee reported that there was 
at that time in operation more than three thou- 
sand special acts of Parliament relating to rail- 
ways, and since that time legislation has piled 
up at the rate of one hundred acts per year. 

In 1844 the British Parhament passed what 
was known as the "Cheap Trains Act" to regu- 
late the charges of transportation on railroads. 
This act required every railroad in England to 
run a train each way daily at an average speed 
of not less than twelve miles an hour and to 
carry passengers in covered wagons for not 
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more than a penny or two cents a mile for 
third class transportation, but most important 
of all there was a provision that has had more 
to do with the conditions under which railways 
have grown up in England than anything else. 
It was nothing more nor less than an attempt 
at physical valuation and the regulation of 
rates based upon such valuation. 

This Act of 1844 provided that in the future 
if at any time the profits of any British railway 
exceeded ten per cent, on the capital invested 
in it, it might be bought by the state at a valu- 
ation to be computed as follows : The net earn- 
ings of the railway for three consecutive years 
were to be taken and averaged and the valua- 
tion of the railway was to be twenty-five times 
this average annual net earning. 

This law still stands. Its provisions have 
never been applied, for the simple reason that 
the railway companies, in Order to prevent their 
property from being taken away from them, 
began to disguise the real extent of their 
profits. With a penalty facing them for econ- 
omy and efficiency, they became extravagant. 
Expensive methods of operation were permit- 
ted; no allowance was made for depreciation or 
89 
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obsolescence. All disbxirsements for mainte- 
nance or up-keep, which in our American prac- 
tice are charged out of earnings as piui of the 
cost of operation, have under the Englidi sys- 
tem been charged to capital in order to inflate 
the capital amount of the company Mid thereby 
reduce the percentage of profit and keep it be- 
low the ten per cent, point at whidi the govern- 
ment right attached. 

This act has been the supreme demorahzing 
influence in railway flnance in England. To it 
is due the continued increase of British railway 
capitalization until now it is nearly three times 
as high as the average capitalization of Prus- 
sian raUways and nearly six times as high as 
the average capitalization of American railways 
In the past twenty years the average capitaliza- 
tion of all British railways has risen from $200,- 
000 per mile to over $275,000 per mile, or, in 
other words, the mere increase per mile in cap- 
italization of British railways, brought about 
by their system of legislative regulation and of 
interfering with their operation, has equalled 
one and one-half times the total capitidization 
per mile of American railways. 

It has retarded the construction of railways 
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built in Great Britain to sudi an extent that 
the tot^ mileage of railways built in Great 
Britain in the past thirty-five yews is less than 
we have built in the United States in a single 
year. You must not suppose that Englishmen 
have been blind to the effects of this legislation. 
As early as 1856 Robert Stevenson, the son of 
the inventor of the steam locomotive, in his in- 
augural address as President of the British 
Engineers' Association, said: 

"Little more than a quarter of a century 
has elapsed since Parliament first began to 
legislate for railways, but in this period a 
multitude of laws has been placed upon the 
statute book which will certainly excite the 
wonder, though it may fail to be the ad- 
miration, of future generations." 

Stevenson called attention to the fact that at 
that time the London and Northwestern Rail- 
way was regulated by no less than 187 differwit 
acts, adding that it was not so much the num- 
ber of the statutes, regarding railways that ex- 
cited surprise, but that the extraordinary fea- 
ture of this legislation consisted in the anoma- 
lies, incongruities, irreconcilabilities and ab- 
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surdities which prevailed in this mass of le^la- 
tion. 

You will undoubtedly be surprised when I 
tell you that Mr. Gladstone himself was the 
Chairman of the Parliamentary Committee 
that suggested, drew up and secured the pas- 
sage of the Railway Act of 1844 limiting the 
profits of British railways to ten per cent, on 
their capital. But he lived to see his mistake. 
At a meeting of the Cobden Club some twenty- 
five years afterward he made an address esti- 
mating the waste on British railways up to that 
time as the result of ill-advised legislation at 
the then enormous sum of £200,000,000 — 
$1,000,000,000 — or an amount which at that 
time equalled $60,000 of waste for every mile 
of railroad then in existence in Great Britain. 

In other words, the waste that had been 
brought about in Great Britain by foolish and 
unreasonable legislation, had cost English rail- 
roads in twenty-five years more for every mile 
of track in the United Kingdom than the aver- 
age capitalization per mile of American rail- 
roads at the present time. Gladstone also 
quoted with approval the recommendation of 
Robert Stevenson that England might well 
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sweep the whole of her railway legislation from 
her statute books and le^slate afresh. 

At this time, Parsloe, an eminent authority, 
contrasting the conditions of railways in Great 
Britain with those in the United States, said: 
"The Americans have been able to ob- 
tain the necessary authority from their 
Government to build their rwlways with- 
out unreasonable delay or expense. En- 
terprise in America has had a free course, 
with the result that our cousins across the 
Atlantic have now a length of railway 
more than sufficient to twice girdle the 
earth, a mileage equal to that of all the 
seven great powers of Europe combined." 

Remember, this statement was not written 
recently with any idea of its possible effect 
upon present conditions or proposed legisla- 
tion, but was written thirty-five years ago, be- 
fore present conditions could possibly have 
been anticipated. 

Government legislation and regulation have 
always operated to crystallize rates. When 
sudi regulation has reached its highest devel- 
opment railroad rates cannot be changed with- 
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out calling into play an elaborate mechanism. 
In Germany and Belgium and France it re- 
quired the meeting together of a General Ad- 
visory Coimcil and a General Tariff Conmiit- 
tee. These bodies are composed of various 
Government ministers, representatives of 
chambers of commerce, of industrial and agri- 
cultural societies, and are so large as to be un- 
wieldy. 

They claim that through their deliberations 
the rates are adjusted for the best interests of 
the coxmtry, but the fact is that in their deliber- 
ations so many contending interests are repre- 
sented that many districts have to suffer be- 
cause of the opposition of other districts to rate 
adjustment that would benefit them in compe- 
tition with their rivals. The business associa- 
tions of Germany vigorously assert that their 
rates are held at too high a level. In France 
the periods of time required for the delib^a- 
tions of the Consultative Committee and the se- 
curing of ministerial approval are so long that 
the occasion for the making of a new rate has 
usually passed long before the decision thereon 
has been readied. 

The effect of legislative tampering with rates 
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is no better illustrated than in the case of the 
New York Central. When the New Yorit 
Legislature, over forty years ago, passed the 
law authorizing the consolidation of several 
small roads up the Hudson and through the 
Mohawk Valleys in New York into the New 
York Central and Hudstm River Railroad, the 
passenger rate was fixed by law at two cents a 
mile, while the sapient legislators did not at- 
tempt to fix the freight rates. 

The result is that now, after over forty years, 
passenger rates fixed by law at two cents a 
mile, remain today at two cents a nule without 
any reduction, while the freight rates, whidi at 
that tune were over three cents per ton mile 
and were left by the legislators without compul- 
sory reduction, have been volimtarily reduced 
by the railroad company in order to get busi- 
ness in competition with other railroads to little 
over one-half a cent per ton mile, or about one- 
sixth wiiat the rate was forty years ago. Wher- 
ever the thing has been tried, the result has been 
the same. 

In 1877 the Legislature of Texas reduced 
the passenger fare from five cents to three 
cents per mile. The average freight rate in 
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Texas at that time was three and one-third 
cents per ton mile. Texas passenger rates are 
still three cents a mile, hut the average passen- 
ger revenue per passenger mile in Texas is 
only about two and one-half cents, hecause 
much of their passenger traffic is through busi- 
ness on which they willingly accept about two 
cents per mile. But the freight rates with 
which the I/Cgislature in '77 did not interfere, 
were by 1910 reduced to nine mills per ton 
mile, or httle more than one-fourth what they 
were thirty-six years ago. 

Wherever legislation attempts to interfere 
with or regulate rates, it tends to maintain rates 
at the maximum allowed by law and operates 
to prevent any further reduction, while without 
legislation, competition requires the strictest 
economy and stimulates the highest efficiency 
with the result of steadily lowering rates. 

If you will compare the capitalizations of the 
different countries in the world with the freight 
rates in those countries, you will see that there 
is absolutely no relation between capitalization 
and freight rates. If there were, the high cap- 
italization in England would require a freight 
rate so high as to be practically prohibitory and 
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so put an end to traffic entirely. English cap- 
italization is six times as high per mile as Amer- 
ican capitalization, but English rates are less 
than three times as high as American rates. 
Here at home our eastern roads are capitalized 
twice as high per mile as are our western tmI- 
roads, but in order to live at all our western 
roads are compelled to diarge twice as high a 
rate per ton mile as the eastern railroads, while 
the eastern roads with a capitalization twice as 
high as the western roads are prosperous with 
a freight rate only one-half as high. The truth 
is that freight rates must be placed at the fig- 
ure at which the maximum amount of traffic 
will move, and this regardless of whether the 
capitalization is high or low. 

There is a feature, however, of this in con- 
nection with Great Britain that illustrates 
again the necessity for a distinction of rates 
between long and short hauls. In Great Brit- 
ain the shortness of the average haul, in fact 
the comparative shortness of the maximum pos- 
sible haul, makes the maximum cost of trans- 
portation a comparatively small item in the to- 
tal cost of the finished product, even though 
the freight rate is three times as high as it is 
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in America, but English legislation has resulted 
in forcdng on their railway companies such fi- 
nancial practices that even with these enor- 
mously high freight rates the English roads 
find it difficult to earn more than three and one- 
half per cent, on their enormous capitalization. 

There is a feature of rate making that haa 
been more or less ignored, and that is the in- 
surance value of transportation service. A 
common carrier is responsible for the safe de- 
livery of f rei^t delivered to it for transporta- 
tion, and it would be manifestly unfair to re- 
quire a railway company to pay $6,000 for the 
loss of a carload of clothing or $600 for the 
loss of a carload of wheat, if it had received 
only the same amount of freight per car for 
the clothing or the wheat, that it received for 
a car of coal that was worth only $50 or $60; 

Freight rates must be based on what it is 
wortti to move the commodity offered. Obvi- 
ously they cannot be higher than that product 
can afford to pay, for if they were it would 
not move and there would be no traffic in that 
particular kind of product at all. If you were 
to attempt to make a fiat freight rate on the 
basis of what is now oiu* average freight rate. 
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you would find at once that all the traffic that 
is now being moved at three or four mills per 
ton mile would cease being moved. That would 
mean the practical cessation of all freight in 
ore, stone, sand and the curtailment of the use 
of coal to within a comparatively limited radius 
about the mines. This would mean an enor- 
mous falling oflF in the volume of freight traffic. 

The loss of the freight in these lower classes 
would make necessary the raising of the rates 
on the traffic that was left, and this would au- 
tomatically put a stop to the movement of the 
next grade of traffic, which could not afford to 
be moved at the increased rate. 

I want to lay stress upon this point, for this 
is exactly what is now being attempted by the 
foolish and inexpert railroad op^ators, assisted 
by the railway unions, who have joined in a 
ccmspiracy with the railroad operators to raise 
the price of transportation to the country at 
large, the understanding being that this in- 
crease is to be divided between the railroad 
companies imd their employees, but the results 
to the rest of the country have been carefully 
concealed from the public. 

The freight charges of railroads are taxes 
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inexorably collected, on every product of hu- 
man labor, collected by a natural law that can 
only be escaped by the laborer consuming- his 
own product. The raising or lowering of rail- 
road rates, therefore, vitally affects aU labor 
dependent upon the railroads for the market of 
its products. 

The result of the present project cwi only 
mean the imposition of an additional burden 
on trade and on the products of labor. It means 
the narrowing of markets, the curtailing of the 
product of labor, and for all the rest of the 
country, except railroad employees alone, lower 
wages and lower standards of living, whidi will 
soon react upon the railroads themselves and 
shortly thereafter upon railroad employees. 

I wonder if you realize the extent to which 
our present railroad systems are the result of 
consolidations and how much the reduction of 
railroad rates has been due to economies grow- 
ing out of the reduction of mana^ment 
charges by the consolidation of many small 
companies. Your attention has already been 
called to the consolidation that resulted in the 
creation of the New York Central and Hudson 
River Railway system. The New York, New 
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Haven and Hartford as it now stands consists 
of the properties formerly built, owned and 
operated by 189 different companies. The Bos- 
ton and Maine is composed of pieces of prop- 
erty that were built and operated by over 200 
different companies. 

The reduction in railroad charges and the 
economies secured in railroad management by 
the consolidation of railways during the period 
from 1873 to 1879, a time when the rest of 
the country was in the throes of a panic, 
amounted to the enormous sum of one billion 
dollars in freight charges alone. It may well 
be argued that the reduction in freight rates of 
this enormous sum, with the consequent im- 
petus given thereby, to manufacturers and the 
relief to the producers of farm products, was 
more than any other single influence the cause 
of recovery from the panic and of the pros- 
perity that followed. 

In 1882, when the Great Northern Railway 
began operati(m, its ton mile charges on ftuin 
products and timber from the Northwest was 
two and one-half cents per ton mile. In twen- 
ty years this had fallen to less than one-third, 
or about eight mills per ton mile. In this lat- 
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ter year, at the then low rate, the gross earnings 
of the Great Northern amounted to $81,000,- 
000. At the rate which prevailed twenty years 
before, the money taken from producers and 
shinoers along the line of the Great Northern 
for handling this same amount of traffic would 
have amomited to ninety-one millions of dol- 
lars. The volimtary reductions in freight 
charges by the Great Northern, made possible 
by the highest economy and efficiency, saved to 
the patrons of that line the sum of $60,000,000 
in a single year. This capitalized at six per 
cent, means that through the economy and effi- 
eienty of the management of the Great Nwth- 
em Railroad there was added in a single year, 
to the values of the lands and products raised in 
the territory served by it, the enormous sum of 
one billion dollars. 

Throughout our western country the agri- 
cultural era is succeeding the grazing era. 
Every panic has been followed by a human 
swarming to the west. When the conditions in 
the east become hard, the people swarm out to 
the region of cheap lands, where on a few acres 
a man may at least make a living for himself 
and his family. The panic of 78 peopled the 
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area just beyond the Missouri River. The 
panic of 1898 poured a myriad of farmers into 
the territory tributary to Kansas City and 
Omaha, but there can be no market and no 
profit in farm products unless the transporta- 
tion charges are low enou^ to carry these 
products to the place where they can be con- 
sumed. 

Figures recently prepared by the Depart- 
ment of Agriculture show that the average 
cost of hauling farm products from the farm 
to the railroad station, an average distance of 
less than ten miles, amounted on grains, like 
wheat, com and oats, to about ten cents per 
one hundred poimds. In the case of cotton and 
some other products, it ran as high as sixteen 
cents per one hundred pounds, while the same 
report showed that the average rail and ocean 
rate on grain from St. Louis to Liverpool was 
less than 15 cents per one hundred pounds. 

Not long ago the railroads from the lakes to 
tidewater entered into a competition for the 
movement of the wheat crop. The crop was 
light, and if divided would have given no sin- 
gle road much trafiic. The rale at this time for 
grain from Buffalo to New York was five cents 
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a bushel for wheat, with a differential in favor 
of Philadelphia of fonr-tentiis of a cent. The 
New York lines attempted to divert this traffic 
by meeting the differoitial in favor of Phila- 
delphia. The Pennsylvania Railroad and the 
Lehigh Valley met the cut of the New York 
Central lines, with the result that within ten 
days the rates had fall^i from five coits a 
bushel from Buffalo to New Yoit, to two and 
one-half cents a bushel. The result was that 
that crop was moved from Chicago and St. 
Louis to Liverpool at a lower cost per'bushel 
than it formerly took for the farmer to haul 
it from his farm to the nearest railway station. 

Instead of complaining of our railroads, 
whose remarkable service is not only the cause 
of their prosperity, but the reaswi that most of 
them are able to live where they are, our farm- 
ers had better look to their country roads and 
find out why it costs them two-thirds as much 
to haul their wheat from the farm to the rail- 
road station as it costs to take it f nun the rail- 
road station in some Mississippi Vall^ towns 
to the Liverpool market. 

After all, our farmers are not very mudi 
ahead of a Chinese camel driver, who diarged 
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me more to carry a bale of rugs ninety miles 
from Tsun Hua to Tien Tsin than it cost me 
for the 17,000 miles from Tien Tsin to New 
York. 

The Texas authorities recently figured out 
that Texas farmers marketed annually appv>x- 
imately 10,000,000 tons of products, which cost 
them an average of forty-three cents per ton 
mile to reach their local market, and the aver- 
age distance that the farmers hauled their prod- 
uct was only five miles, while Commissioner 
Lane, of the Interstate Commerce Commission, 
in an address recently made, called attention to 
the fact that the Norfolk and Western and the 
Baltimore and Ohio received only four mills 
per ton mile for the coal hauled over their roads, 
while the Chesapeake and Ohio Railroad had 
actually received less than three and one-half 
mills per ton mile on its coal traflic. 

Commissioner Lane further did these roads 
the justice to declare that they had so perfected 
the handling of coal that it did not take them 
over two mills per ton mile to handle thjs 
freight. If such roads can handle such traffic 
at a profit at such rates, it is idle to pretend 
that railroad operators may not, by efficiency 
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and scientific operation, reduce the average 
cost from the figure where it now stands to 
somewhere near this minimum cost, which is 
barely one-fourth the present average. 

I have called attention to the detrimental 
effect on railroad rates of legislation wherever 
had and particularly to the effect here in Amer- 
ica of the creation of the Interstate Commerce 
Commission and of its interference with the 
normal handling of traffic. It is altogether too 
lengthy a task to review the decisions of the 
Interstate Commerce Commission and show 
their relation to and effect upon railroad rates, 
but I wish to call attention to at least two of 
the famous decisions that have largely con- 
trolled subsequent rate making. " 

One of the earliest decisions of the Interstate 
Commerce Commission was rendered by Judge 
Cooley, its first Chairman, in 1887, on ttie ques- 
tion of rebates to large shippers. A railroad 
company had allowed a discount of ten per 
cent, on a 30,000 ton shipment ; but it appeared 
when the complaint was made by some shippers 
that although this rate was general in its tenns, 
there were only two dealers in the district who 
could make a shipment of that quantity. 
M 
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The decision denied the right of the railroad 
to make any discount to the large shippers, not 
because they were not entitled to it, for it was 
admitted that the cost of transporting such a 
large shipment in sixty solid trainloads from 
one place to another was much less than that of 
transporting numerous smaller shipments 
under varying conditions, but because if such a 
discount was allowed it MIGHT hand over the 
whole of the trade in the district to a single 
dealer. It was argued that if the discounts 
were allowed it would be possible for the rail- 
roads to allow this de^er such a discount as 
would equal the ordinary trade profit, so that 
competition by smaller dealers, who could not 
do business on a large enough scale to get the 
discount, would then be out of the question. 

This decision, luieconomical, unsound, im- 
moral, is the thing which above everything else 
has tended to paralyze business and endanger 
prosperity in the United States since the Inter- 
state Commerce Commission was created. Had 
the discount or rebate been allowed, the numer- 
ous small dealers who felt the stress of com- 
petition would have combined among them- 
selves and pooled their shipments so as to se- 
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cure a ten per cent, discount for themselves, 
and having done that, their next move would 
have been to have pooled their shipments to 
the amount of 40,000 tons and then to have 
demanded for themselves a discount of fifteen 
per cent, instead of the ten per cent, discount 
allowed to the original large shipper. With 
the increased volume of business and the 
greater economy of handling the traffic, the 
commerce of oiu- country would have been 
benefited and the cost of that product, to every 
consumer, not only in the United States, but 
in the world, would have been lowered. 

Another leading case to which I wish to call 
your attention is the famous packing house 
case, involving the rate on packing house prod- 
ucts from the Missouri River to Chicago. The 
rate on live stock was a trifle less than the rate 
on packing house products, so that it operated 
to build up the live stock traffic to Chicago and 
established the packing house business in Chi- 
cago rather than in the Missouri River cities; 
but the Chicago and Great Western Railroad 
reduced the rate on packing house products 
from Kansas City and St. Joe to Chicago from 
twenty-three and one-half cents to eighteen and 
S8 
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one-half cents, in consideration of it being 
guaranteed a large proportion of the packing 
house traffic from Kansas City and St. Joe for 
a period of seven years. 

The railroad company did not at the same 
time offer any corresponding reduction of the 
rate on live stock. The result was that the 
lower rate offered by the Great Western on 
packing house products acted as an induce- 
ment to the building up of the packing house 
business in the Missouri River cities. In other 
words, hogs and cattle in transit from the 
Southwest were butchered in Kansas City and 
St. Joe and forwarded in their cured and 
packed state instead of going on to Chicago as 
live stock and being butchered there. 

The Chicago Live Stock Exchange com- 
plained to the Interstate Commerce Commis- 
sion against the reduction, claiming that it was 
an imfair discrimination against the live stock 
traffic in the Chicago market. The expert 
members of the Interstate Commerce Cwnmis- 
sion upheld the complaint of the Chicago Live 
Stock Exchange and ordered the Great West- 
em Railroad to restore its former rate on pack- 
ing house products. 
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Practically every railroad traffic officer in 
America agreed with the Interstate Commerce 
Commission, claiming that the nu^ng of lower 
rates on packing house products was economic- 
ally unjustifiable, because the increased value 
of tiie packing house product over the live stock 
made it unfair to diarge a lower rate on the 
finished product than was charged on the raw 
material, but the Supreme Court of the United 
States overruled the Interstate Commerce 
Commission, holding that the lower rate had 
not in the least reduced the volume of traffic 
to Chicago, the only difference being, it held, 
the condition of the product when it reached 
Chicago. 

Neither the Interstate Commerce Commis- 
sion, nor the Supreme Court, nor the traffic 
managers, took the slightest notice of the real 
economic principle involved, which was that the 
packing house products were much more com- 
pact and easier handled than the live stock, that 
the live stock deteriorated rapidly when moved 
alive and their movement not only involved 
considerable care but considerable loss. While 
the packing house products could be moved 
without any attention, with absolutely no de- 
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preciation or loss in transit, and, what was most 
important of all, you could pack and haul in a 
single ear in the shape of packing house prod- 
ucts, stock that if shipped alive would occupy 
two or three cars. Nor was there any doubt 
that the quality of the food product was 
mudi better with the live stock butchered as 
near as possible to the place where it was pro- 
duced, instead of being butchered after it had 
been harried and worried by a long railroad 
trip under physic^ conditions more or less 
cruel. 

Not long ago I was invited by a friend to 
meet the general counsel of the railroad system 
of which he is an officer. We met to discuss 
primarily the Compensation Law, since passed, 
then imder consideration by the New York 
Legislature. In discussing the matter, I made 
frequent references to the experience of com- 
pensation laws and compulsory insurance in 
continental countries and also to railroad ex- 
perience in matters of injuries and damage 
claims. The eminent counsel turned to me in 
astonidmient and asked: "Are such facts in 
existence where they can be found?" I replied 
that they certainly were ; that I had become in- 



DiqilizDdbyGoOgle 



RAILROAD RATES 

terested in the subject some fifteen years ago 
by reading a report of railway experience in 
Grermany, and that I had since then followed 
the matter up. He replied, saying: "I have 
represented my railroad company at every 
hearing in Albany for the past twenty years 
and I have represented them at every hear- 
ing before the Interstate Commerce Com- 
mission for the past twelve years, and I never 
heard any railroad man offer such arguments 
as you have given me today, nor suggest that 
there was any record of experience in existence 
on the subject." I replied that I had no doubt 
that his statement was correct, for I had known 
many railroad executives, and that I had yet 
to meet one who had the slightest knowledge 
of the history of transportation, or of its eco- 
nomic significance. I might have added 
that there have been few addresses in the 
past ten years by railroad executives without 
some quotation, usually uncredited, from some 
pamphlet of mine on the subject of transporta- 
tion. 

Some months ago Leslie's Weekly printed a 
large double-page with the portraits of twenty- 
two of the leading railroad presidents and op- 
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erators in America, and short interviews with 
each of them as to the trouble with the railroad 
situation in the United States. The first thing 
that struck me in reading over this list was the 
fact that only one of the twenty-two presidents 
quoted had had a college education and only 
one other a technical education in an engineer- 
ing school. Few of the others had had even 
a high school education. 

The biographies of most of them ran about 
as follows: "At the age of 17 he got a job 
driving stakes with a surveying party," or "He 
carried a rod, and later became an engineer," 
or, "At the age of 14 he began as a waterboy 
on construction work," or "At an early age he 
was a handy boy in railroad shops," and be- 
came , and , and , 

and finally vice-president, and upon the death 
of was promoted to president." 

In one case, the railroad executive had been 
a farmer's boy. When the first railroad survey 
passed his father's farm, he applied for a job 
and got one as a section head ; later he became 
local agent in the little village that sprang up 
near by, then district freight agent, then gen- 
eral freight agent, then fourth or third vice- 
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president, and from liieTe was rapidly pro- 
moted through the second and first viee-prcsi- 
dendes to president, when those ahead of him 
f omid the pressing problems of those times be- 
yond their comprehension and ability to solve. 

But in this particular ease this railroad ex* 
ecutive realized his own lack of training and 
was unwilling to undertake the responsibilities 
of the situation, so he resigned the presidency, 
leaving the problems that were too much for 
him to his vice-president, who has since been 
promoted to the presidency; another man xrho 
had risen by the same routine, with the same 
lack of education or knowledge of economics or 
anything else that is necessary to enable him to 
solve the present railroad problems. 

In another case a man entered the railroad 
service as a stenographer, in which capacity he 
remained for twenty years, working first for a 
division superintendent, then the general pas- 
senger agent, and finally for the president of 
the road, where, by his familiarity with the 
routine of the president's office and the favor 
of his employer, he acquired the title of "As- 
sistant to the President," being, in fact, merely 
the private secretary of the president. 
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At the age of 45 the death of his boss left 
him in possession of the knowledge of the ne- 
gotiations being carried on by the late presi- 
dent, and by reason of a favorable impression 
made on the Board of Directors, who commmii- 
cated through him to the late president, he was 
given a vice-presidency, and after five years' 
handling of the routine of this office, he rose, 
by a process of survival, to the presidency of 
the road. 

Within a short time thereafter he was called 
to be president of one of the great railroad sys- 
tems in the United States, then in need of a 
man possessed of high technical skill, sound 
judgment and quick decision. But how, let me 
ask you, could this man who during the twenty- 
five most important years of his life had been 
a mere stenographer and clerk, a funnel, if you 
please, through whom the ideas of others were 
poured and through whom the instructions of 
others were transmitted, how, let me ask you, 
could this man have hoped to meet the demands 
upon him? 

Is it surprising that after a few years 
of his management he was turned out, discred- 
ited, the road a financial wreck, and his friends 
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compelled to realize that though they thou^t 
him an executive, he had during the years of 
his presidency been nothing but a clerk for the 
banking interests that had manipulated the 
property? 

How, let me ask you, can we expect anything 
else in the railroad world when the executives 
of our great railroad systems are men so lack- 
ing in education and knowledge of the history 
of transportation that when a railroad problem 
arises on their particular road they do not know 
that it has ever arisen anywhere else before; 
they do not know that any experiments have 
ever been tried looking to its solution, nor have 
they any knowledge of the success or fidlure 
that has attended the various efforts to solve 
the problems. So far as they know, the pr(^ 
lem which is new to them is absolutely new to 
the world, and they do not imagine that any- 
one ever had to deal with the problems that now 
confronts them. 

In the early days our railroad builders and 
operators were far-seeing men discounting the 
future years in advance, building up and op- 
erating their properties not for the result of 
today, but realizing that the best thing for their 
66 



DiqilizDdbyGoOgle 



AND REBATES 

property was the development of the territory 
which it served. 

But in these days of railway regulation when 
the operation and management of your prop- 
erty is constantly hampered and interfered 
with, when the future is entirely lost sight of, 
and rates and shipping are regulated by com- 
missions irresponsible as to the outcome of op- 
eration, in response to the whines and com- 
plaints of shippers feeling the stress of com- 
petition, you cannot get such men as built our 
railroad system to accept the management of 
properties in the operation of which they are 
so regulated and hampered. It has been since 
this interference that we have developed a gen- 
eration of railroad presidents and operators 
who are only clerks, and this is the reason liiat 
present railroad operators have been unable to 
solve the present inability of our railroad sys- 
tems to handle the traffic offered. 

The most foolish piece of legislation that has 
yet been passed in America on tiic subject of 
railway regulation is the so-called "Hepburn 
Bill." Heralded as a triumph of statesman- 
ship, pretending at least to have for its object 
the lightening of the burdens of shippers, its 
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chief features have been the abolition of rebates 
and the prohibition to railway companies of 
carrying their own business; the so-called 
"Commodity Clause." 

At the time when the Hepburn Bill was pro- 
posed, before it was passed, I called attention, 
in an interview in one of oiu" leading New York 
papers, to these facts and warned the country 
that the bill had been drawn by those who knew 
nothing of the history of rate making, and 
that the passage of a law prohibiting rebates 
would not only put an end to any further re- 
duction in rates, but would automatically cre- 
ate conditions that would result in an increase 
of our freight rates for the first time in the 
history of the development of transportation. 

Now, let us see what those who have had the 
closest contact with this law in its operation 
have to say for it. Within two years after the 
passage of the Hepburn Act, in 1906, Chair- 
man Knapp, of the Interstate Commerce Com- 
mission, reported to Congress that freight rate 
increases, sweeping in tiieir character and af- 
fecting every form of transportation, had re- 
sulted. The advances, he said, had been both 
by increasing the rate and by putting the prod- 
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uct transported into higher classifications. The 
rate on coal had, he said, been advanced fire 
cents per ton in practically every field. The 
rate on pig iron had advanced twenty-five cents 
per ton, while on steel and iron manufactured 
products enormous increases had resulted by 
the withdrawal of commodity rates and the 
appUcation of higher classification rates. 

Grain and grain products had advanced two 
cents per hundred pounds, or twenly per cent., 
from aU Ohio and Mississippi River points to 
tidewater. Packing house products had ad- 
vanced three cents per hundred pounds within 
the same district, while to Western and South- 
western points the advance had been from four 
to ten cents per hundred, amounting to ad- 
vances of from ten to twenty-five per cent. 
Trans-continental rates, he declared, had ad- 
vanced from five to sixty per cent. 

Senator La Follette dedared that the act 
had in no single case established reasonable 
rates. It has, he says, tended somewhat to- 
ward the equalization of rates and the ehmina- 
tion of rebates, but the general result has been 
a sharp upward tendency of rates generally. 
How could this be so when the declared pur- 
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pose of Congress in passing the act was to re- 
duce rates? 

President Mather, of the Chicago and Rock 
Island, speaking in Pittsburgh three years 
after the Hepburn Bill was passed, stated that 
"the path of righteousness marked out for the 
railroads by the Hepburn Act had increased, 
rather than diminished, the railroad revenues." 
"The abolition of the pass privilege," he said, 
"has clearly swollen our traffic, and the en- 
forcement of the prohibition of rebates has 
turned our traffic men and the traffic men of 
the shippers from a life of daily crime, BUT 
MOST OF ALL, IT HAS POURED 
THE MONEY INTO OUR TREASU- 
RIES." How? Certainly not by reducing 
rates! 

Last year the Atchison, Topeka and Santa 
Fe Railroad reported that its average freight 
rate per ton mile in 1911 had advanced to 1.28 
cents over .95, which it was in 1907, the year 
after the Hepburn Bill was passed, an increase 
of over thirty per cent. 

The experience of the Atchison is practically 
the same as that of every other railroad in the 
United States, the percentages of increase 
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varying with the territory and the character of 
tr^c peculiar to each road. The public ap- 
parently is under the delusion that there has 
been no increase in American freight rates. It 
has, therefore, complacently ignored the con- 
spiracy between the railways and their em- 
ployees to secure additional increases by, and 
with the permission of, the Interstate Com- 
merce Commission at the expense of all the 
rest of us, doubtless hoping by the approval 
of these increases to secure a virtual approval 
of the automatic increases that have occurred 
during the past six or seven years by the abo- 
lition of rebates. 

Another illustration of the folly and econom- 
ic unsoundness of the Hepbiun Law is the op- 
eration of its so-called "Commodity Clause," 
aimed particularly at preventing the railroad 
companies from hauling the coal from their 
own mines under the pretence that they were 
oiabled, by reason of their ownership both of 
the railroad and of the coal mines, to compete 
unfairly with the private owners of coal mines. 
Now, it is well known that railroads cannot 
be operated without coal. They are the largest 
consumers of coal in the world today. They 
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were the largest purchasers of coal from pri- 
vate coal mines or operators, and coal operators 
naturally had their eyes open for every chance 
to hold up the railroads in the matter of prices. 
Strikes in the mines of privately owned 
properties made irregular the coal supplies of 
the railroads, particularly as all sales by coal 
companies were made subject to strikes. It 
became imperative, therefore, for the railroad 
companies to have certain and regular supplies 
of coal for the operation of their trains. Wher- 
ever possible, they bought their own coal lands, 
opened up their own coal mines and got out the 
coal at cost. Being such large consumers of 
coal, and operating their coal mines with the 
same efficiency that characterized their opera- 
tion of their railroads, the raUroad companies 
almost everywhere produced coal at a less cost 
than private operators had been able to pro- 
duce it with their haphazard methods. This 
cut into the sales of the private coal operators 
and not only curtailed their profits on so mudi 
of their coal as had been bought by the rail- 
roads before, but when the railroads began to 
offer their surplus coal in the open mariiet it 
produced fierce competition, in which the ad- 
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vantage was altogether on the side of the rail- 
road companies, first because they were able 
to produce the coal dieaper than the private 
operators could produce it, and second, because 
it was possible for them, by giving strict at- 
tention to their own coal business, to expedite 
shipment of company coal to the apparent dis- 
advantage of the private operators, who imme- 
diately raised the cry of unfair discrimination, 
as they always do to cover or hide their own 
incompetence or inability to compete with the 
railroad companies on an economic basis. 

In one instance that came under my own 
attention, a railroad company without mines, 
compelled to buy all its coal from private op- 
erators and transport it a hundred miles over 
another railroad before it reached ttie lines of 
the railroad company in question, foimd that 
it was so held up, both by the private coal op- 
CTators and by the intervening railroad, that 
it was compelled to buy its own coal mines and 
build a hundred mile line of its own to reach its 
mines. The difference between the cost of buy- 
ing the coal and producing it and between the 
expense of handling the coal itself and what it 
formerly paid the other railroad company for 
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handling it, was tiiree times the interest on the 
cost of the coal mines it had bought and the 
100 miles of railroad it had built to reach them. 

In other words, the economy of this railroad 
in the mere saving in the expense of transport- 
ing Uie coal that it consumed over 100 miles 
was sufficient to pay for the constructicoi of 100 
miles of its own railroad and the cost of pur- 
chasing its own coal property and mines, inside 
of six years ; wiule the economy in the matter of 
coal production itself, a salvage that it made 
for the whole system, amoimted to just about 
one-third the cost of the coal that it had previ- 
ously bought from private operators. Yet 
under the Hepburn Bill the railroads were 
compelled to give up their mines and they were 
forbidden to further beneBt by these economies. 
Such economies were declared to be criminal 
and the Lackawanna Railroad was, on De- 
cember 1st, sentenced to pay a fine of $2,000 
for the awful crime of carrying on its own rail- 
road the hay to feed its own mules in its own 
mines. 

But the strangest result of all from this piece 
of legislation has been the frequent indictment 
and conviction of shippers for violations of its 



DiqilizDdbyGoOgle 



AND REBATES 

provisions. Ostensibly, the Hepburn Bill was 
aimed at punishing the railways* crimes, but 
the fines collected from the railways are a trifle 
compared with the increase of their receipts 
from the abolition of the practice of which the 
public were the chief beneficiaries. To have 
rates put up by the very law that was intended 
to reduce them is bad enough, but to have the 
shippers punished for the crimes alleged 
against the railways is nearly intolerable. 

There is a strange inconsistency in the action 
of populations without railroads and those that 
have them. The populations without the means 
of transportation, beg for them, oflFer free 
rights of way and even pay money in subsidies 
to secure them, but after they have once se- 
cured them, and their lands which were former- 
ly v^ueless become worth hundreds or thou- 
sands of dollars per acre, and their crops, which 
were formerly fed to stock, or burned, are mar- 
keted at handsome profits and the proceeds 
spent in building luxtirious homes Mid in the 
purchase of automobiles, tiiey turn upon the 
creators of their wealth and prosperity and de- 
nounce them as monopohes and oppressors of 
the poor. 
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Our people have been deceived I The rail- 
roads have been charged with charging all that 
the traffic can bear, but when you study the 
question of rate nuking, you will soon come to 
the conclusion that the only correct method of 
rate making is that which considers truly what 
the traffic can bear; the word "traffic" being 
used in its broadest sense. Rates should be so 
placed as to induce the largest amount of loc^ 
consumption and to make possible the largest 
amount of local exportation. 

The average cost of transporting a barrel of 
flour from St. Louis to New York is thirty- 
five cents, and this divided into two hundred 
and fifty loaves of bread made therefrom 
amounts to less than one and one-half miUs per 
loaf. Do you think for a moment that if the 
freight rate on flour was even doubled that it 
would materially impair the profits of the 
baker or that it would be sufficient excuse for 
raising the price per loaf from five to six cents? 

The rate on hams from Chicago to New 
York is seventeen cents a hxmdred pounds, or 
say, two and one-half cents per ham. If you 
pay three dollars for a fifteen-pound ham, do 
you think that the freight charge of two and 
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one-half cents has materially affected the 
profits, either of the packer, who shipped the 
ham, or of the retailer who sold it to you? 

The retail profit on ten pairs of ^oes wiU 
pay the freight charges on a carload of shoes 
from Massachusetts to Chicago or St. Louis. 
The retail profit that you pay to your grocer 
on a single pound of tea will pay the railroad 
freight charges on a hundred pounds from New 
York to Indianapolis. And the freight charges 
on dry goods and clothing are about one-four 
hundredths the retail profits of the dry goods 
and clothing merchants thereon. 

This railroad discussion is going to result in 
an investigation by our people that will place 
the cost of hving where it really belongs, to- 
wit: on the expensive methodi of collecting 
traffic at one end of the railroad and the equally 
expensive methodt of distribution at the other. 
Both of these are, I believe, in process of solu- 
tion by the development of the automobile 
truck for farm use and city delivery. 

The Lehigh Vall^ Railroad made an ex- 
haustive investigation to discover just what 
part of the cost of food products carried over 
its road was due to transportation charges, and 
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it was discovered that the cost to the consumer 
on account of the railroad charge for transpor- 
tation was less than one-twentieth of the price 
paid by the cosumer, that about fifty-five per 
cent, was paid to the original producer and 
forty-five per cent, was made up of the charges 
of the commission man, the local dealer and the 
cost of delivery by them. 

The reason why attention has not been di- 
rected to this before has been that the rapid 
development of railroads has so enormously re- 
du<£d the general cost of transportation and 
distribution, as to prevent any close investiga- 
tion of the component parts making up this 
genera] cost. 

But now since railroad rates have begun to 
rise, the people are beginning to take notice. 
It can, therefore, be truly stated that the real 
cause, not of the cost of living, but of the 
increase in the cost of living has been due to 
the increase in the cost of railroad transporta- 
tion, and that this increase has been brou^t 
about solely by the interference through fool 
legislation with the transportaticHi business of 
the country. It has been brought about by the 
burdens imposed upon our transportation com- 
78 
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panics in response to the cry of those who have 
found themselves unable to compete with high 
efficiency by reason of their own incompetence 
and low efficiency. Without any knowledge 
of the science of transportation and distribu- 
tion, they are making you all pay for their in- 
efficiency and for your own. 

What the railroads need is not an increase in 
rates, but relief from regulation by the igno- 
rant and the incompetent. 

Ten years ago the great railroad companies 
were able to raise the capital necessary for ex- 
tensions, betterments and additional equipment 
for three and one-half or four per cent. To- 
day the same companies find it almost impos- 
sible to float a six per cent, bond except at a 
heavy discount, and many smaller railroad com- 
panies are actually paying eight, nine and ten 
per cent, for the capital that they find it abso- 
lutely necessary to raise under present condi- 
tions. I have, myself, had oflFered to me within 
the past two months an issue of two-year eight 
j)er cent, bonds of a small, but perfectly sound 
railway company at a discount of four per cent, 
below par, so that the net cost to the railway 
company would be over ten per cent, a year 
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for the two-year period that the notes had to 
run, and yet, notwithstanding, the high interest 
offered, the company found it impossihle to 
raise new capital. 

All of these burdens, particularly that which 
has increased to such an extraordinary degree 
the cost of raising new capital, have been and 
are being added to the cost of transportation, 
until the people are just beginning to learn 
that by their interference with and impositions 
upon the railway companies they have simply 
been taxing themselves. 

This is a frequent amusement on the part of 
the imthinking masses, who fancy that by so 
doing they are getting even with somebody of 
whose prosperity they are envious and whose 
success they insist upon attributing to anything 
else except industry and efficiency. 

In spite of all the previous legislation on the 
subject of railroads in ^England, and in spite of 
the warnings of students and investigators. 
Parliament has passed special legislation within 
the last year that has caused a new increase in 
railroad rates, amounting to four per cent. 
within the past six months. 

In France, recent regidative legislation af- 
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fecting railroads, during a period in whidi ad- 
ditional capital of four hundred million dollars 
was invested, and in which the gross earnings 
of the railways have increased seventy million 
dollars, has resulted in a decrease in the net 
earnings to the French Railroads to the amount 
of twenty-six million dollars. This means a 
loss to the national wealth of France of over a 
half billion dollars. 

Wall showed that in tiie year 1900 the mere 
increase in the cost of coal consumed by Eng- 
lish railroads in that year produced a depre- 
ciation in the value of English railroads 
amoxmting to two hundred and fifty million 
dollars. Legislation in other continental coxm- 
tries has caused similar increases in freight 
rates ranging from three per cent, in Italy to 
twelve per cent, in Switzerland. In our own 
country, the cost of such regulative legislation 
can be illustrated by a few brief figures : 

The Extra Crew Law in Pennsylvania cost 
the Pennsylvania Railroad alone in that state 
five hundred and sixty thousand dollars a year, 
and the Semi-Monthly Pay Bill increased the 
mere cost of disbursing wages two hundred and 
sevHity-five thousand dollars a year. 
81 
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In New Jersey, the Extra Crew Law cost 
the Pennsylvania Railroad two hundred and 
twenty thousand dollars — the Semi-Monthly 
Fay Bill cost it thirty thousand dollars — and 
tiie Drinking Water Bill cost it ei^teen thou- 
sand dollars. While the Extra Crew Law in 
New York State cost a single small railroad 
over one hundred thousand dollars the first 
year. At a recent hearing in Chicago the fact 
was hrought out that in four years there had 
been three thousand five hundred laws, regular 
tions and rules, regulating Western Roads 
alone, passed by legislatures and Railroad 
Commissions. It would be impossible to esti- 
mate in money the cost of these regulations to 
the railroads. 

I cannot overlook the opportunity of calling 
your attention to the State of Iowa, which has 
been one of the severest regulators of railroads. 
Iowa is the only state in the Union where the 
railroads are absolutely prohibited from meet- 
ing the rates of shorter lines in the long haul 
business. The result is that the longer haul 
business through the State goes entirely to the 
shorter roads, while the longer roads between 
the same points, being dependent upon local 
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traffic, alone, get less business and give less 
service, and consequently every ^pper along 
those lines get a poorer service than he other- 
wise would but for this foolish protest against 
one of the most obvious principles in the trans- 
portation of freight. The towns on the longer 
roads are gradually dying through poor service 
and not only has railroad construction oome to 
a standstill within its borders, but it is the one 
state in the Union that showed a loss of popula- 
tion at the last census. 

The whole course of recent railroad legisla- 
tion has been imsound and uneconomic and 
unless a halt is called in the present proposed 
legislation we are imquestionably beaded along 
the course that has been pursued so disastrously 
by English railways. 

To attempt to base railroad rates on the cost 
or value of railroads is unsound uid uneco- 
nomic, you might as well try to base the price 
of wheat or hogs on the original cost of the 
farm. But, says the Railroad Regulator, think 
of the wrong of charging rates to pay dividends 
on all the watered stock of the railroad I My 
answer is that for every pint of water in rail- 
road stocks there is a barrel of water in farms. 
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Farms are the worst watered investments in 
the world. Millions and millions of acres of 
them have been given away. Millions of acres 
more have been sold by your Uncle Sam for a 
dollar or a dollar and a quarter an acre. Why ? 
Because they were remote and inaccessible, or 
at least difficult of access. But after a while 
some men came along and built railroads out 
through these inaccessible lands and made them 
accessible. 

I am not an old man, yet in my life I have 
seen Kansas farms bought at $1.50 an acre and 
sold for $150 an acre. N^ow, if farm acreage 
has a right to leap so in value why not the 
acreage of the railroad right-of-way with the 
improvements thereon? And, if the farmer is 
entitled to sell the products of his farm or to 
rent it on a valuation basis which the farm owes 
entirely to the presence of the railroad, why 
is the railroad not entitled to an income from 
its property that will yield an equivalent or 
proportionate return upon a valuation no 
higher proportionately to its original cost than 
is the present value 'of Hie farm above its ori^- 
nal cost? 

Oh, says the Bailroad Regulator, but the 
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railroad oompany must not get the benefit of 
the "unearned increment!" Why, let me ask 
you, should the fanner get the benefit of the 
"unearned increment" and not the man who 
built the railroad that furnished the "unearned 
increment" to the farm? How much money do 
you think has ever been invested in farms on 
the basis of six per cent? Absolutely none. 

One of the richest farmers that I know made 
his money by keeping just ahead of the rail- 
road. As a young man he had developed a 
pioneer farm about forty miles beyond the end 
of the then existing railroad. Within five years 
the railroad had reached and passed his farm, 
a town grew up nearby, and he was offered 
more than ten times for his farm what it had 
cost him five years before. He sold out, bought 
a larger amount of cheap land beyond the rail- 
road and began again. He followed this course 
for thirty-five years. It took him on an aver- 
age, five years to buy a new farm, devdop it, 
let the railroads reach it and sell out again. 
But you cannot make him believe that his 
profits represent any unearned increment, in 
fact, he has always insisted that his profits rep- 
resented the hardest kind of earned increment, 
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and anyone who knows the vicissitudes that 
have followed railroad construction knows that 
the man n4io has made any money out of rail- 
road huilding has made only the hardest earned 
kind of an increment 

The economic folly and injustice of attempt- 
ing to deny to money invested in developing a 
country a return equal to that to be gained in 
other investments could only have resulted, as 
it has resulted, in the refusal of investors to 
put their money into railroad development 
where when invested it is not only denied rea- 
sonable profits, but is harassed and persecuted 
by those who owe their prosperity to the very 
presence of the railroad. It is this economic 
folly which has brought railroad construction 
to a standstill and is impeding the progress and 
prosperity of the country. 

The physical valuation of railways which is 
now being attempted and the eif ort to regulate 
railroad rates on a basis of value, or cost, or 
capitalization, will force our American rail- 
ways into the same course pursued by the !E^ng- 
lish railways. Maintenance of the property 
will be abandoned — all improvements and bet- 
terments; the replacement of obsolete or de- 
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stroyed property, all charges for up-keep, will 
be diarged to capital. The public is even now 
clamoring for increased railroad facilities and 
more equipment and demanding to know why 
they are not furnished. The railroads reply 
that they are imable to furnish them because 
of their inability to raise capital. 

Public Service Commissions may, as oae in 
New York has recently, order a railroad to 
double its service, but they cannot compel the 
investment of a single dollar to purchase the 
equipment necessary to furnish the service 
when ordered. The railroads will simply do 
nothing until the necessities of the people force 
them to appear before the Interstate Com- 
merce Commission to plead that the railroad 
companies be given permission to capitalize 
all of these costs and raise the rates to cover 
interest charges thereon. 

American railway capitalization will mount 
upward toward the figures now shown by the 
English roads and the railroad companies re- 
lieved from the stress of competition will 
clamor for higher rates with whidi to raise 
more money with which to satisfy the call for 
more service, and as our rates moimt up our 
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traffic will fall off in proportion. Our markets 
will contract, and American labor, shut out of 
the world's markets, will be forced, like that of 
Europe, and the Orient, to compete with itself. 
Wages will fall and the standard of living here 
approximate that of the working classes of 
Europe. 

The foolish and uneconomic Hepburn Bill 
should be repealed. It has without question 
been the most demoralizing piece of legislation 
ever passed in the United States; failing to 
recognize that all rate reduction had been 
through rebates, it has by the abolition of re- 
bates paralyzed the resourcefulness and in- 
ventive genius of American shippers and traffic 
men and has created the present conditions re- 
quiring an embargo on traffic. The railroad 
companies knowing that no rival traffic agent 
could give any rebates to any shippers, even 
though substantial salvages should be devised 
by them, have been relieved of the necessity of 
devising any economies for themselves. 

But most serious of all, the result of the 
Hepburn Bill has been that being denied the 
benefit of efficiency and economy, botii shippers 
and traffic managers have fallen into habits of 
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carelessness, extravagances and waste, and this, 
as much as anything else, is the cause of the 
increased cost of railway management in the 
seven years since the Hepburn Bill went into 
effect. It is wrong, not only economically 
wrong, but morally wrong, to prohibit rebates 1 

If I can ship cheaper, if I can devise ways 
and means of reaching a market quicker and 
more economically than another, I am entitled 
to the value of my device, to the value of my 
ingenuity, or the benefit of my industry, and 
my customers are entitled to the benefits of my 
device, my economy and my ability! In fact, 
it is because they desire to avail themselves 
thereof that they trade with me in preference 
to my competitors, and the law that attempts 
to deprive, not only me, but my customers, the 
people who consume the products of my fac- 
tory, of the benefits of the improvements and 
economies that I am able to secure for them, 
M immoral, uneconomic and cannot last! 

It is essential for economic transportation 
that perfect co-ordination exists in forwarding 
and expediting trafl^c. What economic excuse 
can there be for compelling the railroads to 
give up their lake boats when it can only result 
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in increasing* the time and cost of cargoes in 
transit (since this was written the Interstate 
Commerce Commission has granted to the 
Grand Tnmk Railroad permission to retain its 
lake boats, but has denied the ri^t of 
the Lehigh Valley Railroad to retain its 
boats) : Listen to J. H. Hale, Public Util- 
ity Commissioner of Connecticut, "I would 
he remiss in my duty at this time," said 
Commissioner Hale only last month, "if I 
failed to call your attention to a calamity that 
now confronts the railroad interests serving 
this New England agricultural territory, 
crushed between professional agitators, finan- 
cial pirates, labor unions and threatened prose- 
cutions by the Government at Washington — 
these noble truck horses of ours — with greater 
burdens to carry than ever before, are to be 
separated in their work and allowed no extra 
feed in the way of increased rates to make up 
for the extra strain of increased expenses. 
Their side line feeders, the electric railways, 
that are just beginning to serve us so cheaply 
and well, are to be cut off, and all for what? 
Who is to be benefited? Certainly not the 
stockholders nor the train employees, nor the 
90 
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traveling public, nor the receiver or shipper of 
frei^t; no one is to be benefited that I can 
discover, except possibly the vultures that pick 
the remains I Possibly the mergers and con- 
solidations of the past were tedmically wrong, 
possibly too high a price has been paid for 
some of the purchases, but those ^o have paid 
or must pay these prices, must also pay the 
penalty, and yet, in spite of all this, the total 
result has been to give all New Bngland better 
and increased service at no increase of rost, 
and I am clearly of the opinion that a separa- 
tion of all these interests and a going back to 
the old septate ways, as is now demanded, 
means the turning back of the clock of New 
England's prosperity twenty-five years." 

Wbat we need in the United States is the 
abolition of the Interstate Commerce Commis- 
sion, and an immediate repeal of all uneco- 
nomic restrictive legislation. We should 
recognize the way in which railroad rates were 
established, and particularly should recognize 
the process through which railroad rates had 
been reduced. Instead of abolishing rebates, 
let us organize a Rebate Court to whom may 
come any and every shipper who thinks that 
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he has been able to devise a more economic way 
of handling frei^t and let him prove how 
much his plan, scheme, device, method or form 
of business can save, and that Rebate Court 
should then grant to that shipper such a rebate 
as he has been able to show his saving is worth. 

This will restore to the American frei^it 
business the old ingenuity, the inventive genius 
and persistence, that made our freight traffic 
the wonder of the world, with the difference 
only that whereas, before the shipper applied 
for the discomit or rebate to an officer of a rail- 
road, who might or might not grant the rebate, 
as he thought it was expedient, or inexpedi- 
ent, so to do, the rebate will now be granted 
openly upon a showing that will benefit every 
shipper who is able to meet the conditions. 

Such a plan would restore not only the com- 
petitive system in freight business, but what 
to us is the most important of all — restore the 
competitive system in a line in which our 
American genius has shown a most peculiar 
aptitude, and will start us again upon a career 
of reduction in the cost of moving freights 
even more marvelous than we have accom- 
plished in the past. 
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In 1902, when the Northern Securities Case 
was under consideration, I wrote a pamphlet, 
entitled, "Railroads and Wages," in which I 
showed the inseparable connection betwem the 
wages of labor and the cost of transporting the 
products of labor to market. I wrote the 
pamphlet to prevent, if possible, the embarka- 
tion of the Am^can people on a course that 
I felt would be fraught with disastrous conse- 
quences. But years of Legislative History 
have been recorded since then — the Hepburn 
Bill had not even heea conceived of at that time 
— and the only remedy that our legislators 
seem to be able to think of is to follow the 
English lead and pile legislation on top of 
legislation. Bills intended to promote competi- 
tion have eliminated competition ; bills intended 
to reduce rates, have raised rates; bills intended 
to help shippers, have so involved and ham- 
pered shipping as to leave the commerce of the 
country in despair; bills intended to raise wages 
have resulted in only raising the cost of living. 

Buckle, in his History of Civilization, notes 
that the best of men have, in their religions 
behalf, been most cruel and he ranks religious 
persecution as the greatest among human 
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curses. He did not live to see religious perse- 
cation succeeded by economic persecution or to 
see the makers of modem civilization pilloried 
and plundered. Future generations who will 
understand economic freedom as we under- 
stand religious freedom, will look back upon 
our treatment of railroads with as much horror 
and wonder as we look back upon the religious 
persecutions of previous ages. 

I regret that I have not time to discuss these 
questions more in detail, but I have shown you 
enou^ to show how simple these questions are 
when taken up on a purely economic basis, and 
I am sure that you can see how mudi the pres- 
ent chaos in the railway world is due to igno- 
rance on the part of the present gen«'ati(m of 
railway operators of the simplest economic 
principles involved, and the a)ntradictory and 
conflicting character of their orders and de- 
cisions seems to prove that this general igno- 
rance extends to public service commissimiers 
and commerce commissioners as well. 

I appeal from the cult of incompetence that 
has given us a Tariff Bill drawn up by men 
who never exported or imported a dollar's 
worth of any commodity; a Currency Bill pre- 
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pared by men to whom the ordinary terms of 
banking are Greek; an Income Tax drawn up 
by men who never saved a dollar and who 
never owned a bond or clipped a coupon and 
Railroad Rates made by Commissioners who 
never created a pound of traffic in their lives. 

I appeal from the cult of incompetence to 
the genius of America, to the spirit that re- 
gards waste of energy as an economic crime, 
to that spirit which, if permitted, will solve not 
only our present railroad problems, but those 
other questions, many and complex, that press 
themselves upon our attention, by seeking fear- 
lessly that which is economically and ethically 
sound. 

Let us repeal all the foolish, uneconomic and 
inequitable laws that hamper and interfere with 
our transportation facilities and that act as a 
ball and chain on the progress of civilization. 

As we have used our gigantic railroad sys- 
tem in attaining our present position as the 
leaders of civilization, so should we by remov- 
ing all obstacles from tiieir way not only insure 
the progress and prosperity of our own coun- 
try, but make it possible for us by their use to 
continue as the leaders of civilization through 
the years to come. 
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